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The German economy continued to hold to a relatively strong growth 
path into the second half of 1979. Gross national product for the 
year is expected to increase by four percent or more over 1978; the 
average unemployment rate should fall well below four percent. 
Higher investment, primarily by the private sector, accounts for 
the stronger performance of the German economy in 1979. The rates 
of increase in consumption, by contrast, are expected to fall below 
1978 rates of expansion. As the real external surplus in 1979 has 
been running at lower level than in 1978, momentum to economic 
expansion has come principally from the domestic sector. 


Virtually all forecasters are predicting a modest to fairly sharp 
slowdown in economic growth during 1980. However, most observers 
think that a decelerating growth rate rather than a period of 
stagnation or decline is in store for the economy and that an up- 
Swing, abetted by a promised 1981 tax reduction, will begin in 
late 1980 or early 1981. The inflation rate, which accelerated 
sharply during the first half of 1979, is expected to slow during 
the course of 1980, always assuming no quantum jumps in oil or 
other commodity prices. Likewise, few forecasters currently ex- 
pect much increase in unemployment or deterioration of profits. 


Most forecasters are making comparatively encouraging near-term 
prospects of the German economy contingent on moderate wage in- 
creases, no further large increases in oil and other key commodity 
prices, and a continued expansion of world trade. Most leading 
indicators suggest a still high level of public optimism regarding 
the economy's development in 1980. 


U.S. exports to the Federal Republic increased by 18 percent 
during the first eight months of 1979 over the same period of 
1978, according to German trade statistics, while German exports 
to the U.S. were increasing by only 5.5 percent. The recent more 
favorable development of bilateral trade is generally attributed 
to stronger growth of the German economy and to the greater 
competitiveness of U.S. goods. 





KEY ECONOMIC INDICATORS: GERMANY EXCHANGE RATE AS OF NOV. 13, 1979 
U.S. $1.00 = DM 1.7995 


1978 19791/ 77/76 =©78/77 79/782/ 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices (DM billion) 6/79 1,287.5 

Private consumption 707.9 

Government consumption 256.8 

Fixed Investment 216.5 
GNP at 1970 prices (DM billion) 6/79 840.8 
GNP Price Deflator 6/79 153.1 
Per capita GNP, current prices (DM).6/79 20,996.4 
Disposible Income (DM billion) 6/79 810.5 
Savings as % disposible income 6/79 a2 F 
Employment (1,000s) of wage salary 

earners, industrial 7/79 7,585 
Unemployment rate 3/ 10/79 4.4 
Productivity Gain 4/ 6/79 - 
Indices: 

New Industrial Orders, Value (1970 = 100) 

9/79 164.0 

Industrial Production (1970 = 100) 9/79 116.7 

Retail Sales Value (1970 = 100) 8/79 180.4 

Industrial Wages per employee (1970=100) 

7/79 197.5 

Cost of Living (1970 = 100) 9/79 150.1 

Industrial Prices (1970 = 100) 9/79 146.3 
Money 
Money Supply (My; DM billion)* 8/79 237.9 
Domestic Credit Outstanding (DM billion) *8/79] ,199.0 
Federal Debt Outstanding Domestic 

(DM billion) * 8/79 165.5 
Annual Federal Debt Service (DM billion)12/79 10.0 
External Debt (DM billion)* 8/79 0.5 
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Interest Rate, Central Bank* 11/79 

Interest Rate, Comm'bank med.-term* 9/79 

BALANCE OF PAYMENTS AND TRADE 

Gold and Foreign Exchange Reserves (DM bill.)* 

9/79 100.3 99. 

Balance of Payments (Basic Balance, DM bill.) 

9/79 i343 4, = = 

Balance of Trade (DM billion) 9/79 41.2 18. - - 
Exports, FOB (DM billion) 9/79 284.9 229. 6.6 10. 
U.S, share (DM billion 8/79 20.2 13.7. ' 26.3 4, 
Imports CIF (DM billion 9/79 243.7 ht. 5:9 8. 
U.S. share (DM billion) 8/79 17.4 U3 4 -3.1 7. 

Main exports to U.S. , Jan-June 1979; $ mill: Motor vehicles 2,094; Machinery 1,06 

Chemicals 707; Electrical equipment 304; Optical and Precision Mechanical Products 175 

Main rts from U.S., Jan-Jume 1979; $ mill: Machinery 820; Chemicals 788; 

Electrical Equipment 556; Edible Fats and Oils 509; Aircraft 396; Automobiles 195 

1/ Cumulative through latest date shown, except for items marked *. 2/ 1979 through 

latest date shown over the same period in 1978, except for items marked *. 3/ As percent 

of labor force; 1979 seasonally adjusted. 4/ Increase in real domestic product per 

worker. NOTE: Items marked * are as of year and 1978, and as of latest month shown for 

1979. 1979 percentage changes indicate changes of latest date shown over comparable 

date in 1978. 
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PART A — CURRENT ECONOMIC SITUATION AND TRENDS 


1979 A Banner Year for the Economy 


When the final results are totted up for the German economy, they 
are expected to show an overall rate of expansion in excess of 
four percent for 1979. The strongest growth sector in 1979 has 
been investment in equipment, while construction has continued at 
the rapid pace established in 1978, and export growth has acceler- 
ated. Only consumption, both public sector and private, are re- 
gistering smaller rates of increases this year than twelve months 
ago. An accelerated inflation rate, largely caused by higher oil 
and other import prices, increases in administered prices, anda 
one percentage point increase in the value added tax, has nibbled 
away salary and wage gains which were only slightly higher in 
1979 than 1978. Somewhat smaller increases in real income 
apparently have not been fully offset by adjustments in savings 
and by additional consumer borrowing. 


A brisker economic pace has had a salutary impact on employment. 
In September the seasonally unadjusted unemployment rate at 3.2 
percent was at its lowest in four years although still well above 
the rates characteristic of the pre-1974 period. More than half 
of the 750,000 currently without jobs fall into categories -- 
handicapped, part-time workers, etc. -- which imply the presence 
of structural maladjustments. Job vacancies, on the other hand, 
have been on the rise and in same branches, especially construction, 
acute labor shortages have been reported. The increased demand 
for labor has been satisfied to some extent by longer working 
hours and the conversion of some part-time workers into full-time 
workers. 


Both accelerated growth and inflation have boosted government 
sector revenues and held down the fiscal deficit to a level well 
below expectations. Although a general income tax reduction was 
implemented as of the first of the year and the planned rate of 
increase in federal outlays raised for 1979, it now appears that 
the federal deficit will in fact be at about its 1978 level. A 
one percentage point increase in the value added tax to thirteen 
percent as of July 1 accounts for part of the improvement in 
federal revenues but most of the increase is due to expanded 
employment, higher real incomes, and inflation's impact in a pro- 
gressive tax system. 





Inflation: The Focus of Public Economic Debate 


After slowing through most of 1978, the trend in the inflation rate 
turned sharply upward at the end of 1978 and continued to mm ata 
high level through the first ten months of 1979. A swing in the 
German terms of trade appears to have been the immediate source of 
greater inflationary pressures. Import prices fell through most 
of 1978 but then began to rise following the stabilization of the 
dollar/mark exchange rate in November 1978. The sixty percent in- 
crease Of world oil prices in late 1978/79 and other higher 
commodity prices have also found their way into consumer's pockets. 


Inflation also has domestic roots. Housing costs, which have 
climbed by about ten percent in 1979, have risen partly as a con- 
sequence of a sudden spurt in demand. Pressures from the demand 
side are also thought to have contributed to the higher costs of 
many services. 


Monetary and Fiscal Policies Tighten as the Inflation Rate Rises 


In retrospect it appears that the German economy had a good deal 
more latent vigor than was fully realized when fiscal and monetary 
policies were set for 1979. The unexpected strong surge in the 
second quarter of the year induced efforts on the part of the 
government to hcldback on expenditures and of the Central Bank to 
tighten credit. Federal outlays have been reduced below their 
planned levels, partly through a prolongation of investment pro- 
grams. During the past several months expansion of central bank 
money has been kept at the lower end of the six to nine percent 
range previously designated as the target for 1979. The monetary 
authorities have been generally acting to keep bank liquidity 
tight and have been advising credit institutions to exercise caution 
in expanding their loan portfolios. Central Bank interest rates 
have been raised several times in 1979 and both short-term and 
long-term market rates have moved upward in the course of the year. 


In recent months the consumer price index has been increasing at 
an average rate of about one half percentage point per month; 
most forecasters see the year over year rate falling in the 

4-4.5 percent range. That rate, while mild by today's industrial 
country standards, nevertheless, is deemed intolerable by many 
Germans. Most forecasts of a slowing inflation rate in 1980 
assume oil and other key commodity prices during the coming 
months will rise no faster than the average price level. An 
expected slower rate of growth in private consumption should 
ease demand pressures on prices. 
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Institutes, Businessmen and Bankers Urge Wage Moderation 


Labor union negotiators are being urged not to feed an inflation, 
which is being largely attributed to a worsening of the German terms 
of trade, through immoderately high wage demands in the wage nego- 
tiations for 1980. Virtually all observers concede that the 1980 
round of negotiations will result in somewhat higher wage increases 
than last year's five percent negotiated average rise. Figures in 
the neighborhood of 6-7 percent are frequently mentioned by German 
forecasters as an upper limit if inflationary pressures are to be 
dampened and investment prospects to be kept promising. The unions, 
on the other hand, are under pressure from their memberships to 

try to make up wage income losses resulting from a higher than 
anticipated inflation rate. Strong growth in business profits as 
well as a tighter labor market are also supportive of higher wage 
demands in this round of wage talks. 


Economic Slowdown Almost Certain; A Mini-Recession Possible 


That the German economy will operate at a dampened pace in the 
coming months is conceded by virtually everyone. Whether or not 

it will lapse into a recession, has been the subject of intense 
debate during late 1979. A greater scarcity of labor and of capital 
argues for a deceleration of the overall growth rate toward the rate 
of growth in productive potential, which is usually estimated to 

be about three percent. The Central Bank and the Economics Ministry 


are currently estimating gross national product will expand at 
about this rate in 1980. The relatively high level of orders and 
business’ favorable attitude toward additional investment are most 
frequently cited as indicating a continuation of the cyclical 
upswing. 


The Economic Institutes are somewhat less sanguine. On the demand 
side, assumed slower growth rates in most industrialized countries, 
especially in the United States, imply a slower rate of growth of 
world trade, which will be bad for German exports. At the same 
time tight fiscal and monetary policies will be curbing internal 
demand. The unusually high rate of inventory accumulation in the 
first part of 1979 seems unlikely to be repeated in 1980, 
especially in view of higher interest rates. Also, the passenger 
vehicle boom, which has been a mainstay of the economy for the past 
four years, appears now to have ended. On the supply side, the 
fastest moving sector of the economy, construction, will be con- 
strained by the tighter availabilities of labor and of capital. 


Only one of the Economic Institutes, the Kiel Institute of World 
Economy, ventures so far as to predict a recession. In addition 
to the above factors, the Kiel Institute bases its forecast on the 
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sharp curtailment of monetary expansion (currency and time, sight, 
and savings deposits) which occurred in mid-1979. In the Kiel 
Institute's view, this year's monetary stringency will impact 

on 1980 investment. 


Fiscal Relief in Sight 


Tax relief has been promised for January 1981. The government has 
stated that it will take stimmlative action even earlier should the 
economic situation so require. No one is currently predicting any- 
thing worse than a short though pronounced downturn in economic 
growth. Forecasters' relatively optimistic view of the German 
economy's medium-term prospects are based most immediately on what 
appears to be a secular upturn in investment. Between 1971 and 1977 
real investment increased scarcely at all, construction was especially 
depressed during this period. In the meantime, most excess capacity 
seems to have been eliminated and during the last three years busi- 
ness profits have improved sharply. After a period of rationalization 
many economists see the German economy moving into a phase character- 
ized by more investment for expansion and for the production of new 
products. 


Long-term Prospects are Favorable 


Despite Germany's poor endowments of energy and of other natural 
resources, the longer-term economic outlook is auspicious. Virtually 
all branches of its industry are at the technological forefront; 
labor/management relations are on the whole good. German workers 
realize that their economic well-being depends on the introduction 
of new processes even though this sometimes means the elimination 
of certain types of jobs. Management is generally innovative and 
keenly competitive. There is relatively little political strife 
regarding incame distribution. Stability remains the German 
public's most prized economic objective. 


One key issue, however, has not been entirely resolved -—- the 
country's energy future. Although a tenuous political consensus 
has emerged for greater reliance on nuclear energy, opposition 
to the nuclear option, although of limited size, is very vocal. 
Many Germans seem to be at best ambivalent about the development 
of additional nuclear power plants. 


Good Year for Agriculture 


The Federal Republic has enjoyed a good growing season for most 
crops during 1979. In grains, which have the largest growing area, 
production is currently estimated at 22.6 million metric tons, after 
a 1978 record of 23.9 million. Changes in crop census procedures 
make exact comparisons difficult, but yields remain at historically 
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high levels. Other crops showed a similar pattern. Production 

of rapeseed, Germany's only oilseed crop, is estimated to be down 

6 percent to 312,000 metric tons, while in the fruit and vegetable 
area production was mostly lower. In the meat sector high numbers 
of both swine and cattle will permit high production in 1979 of both 
pork and beef. Although dairy herds are slightly smaller in 1979, 
yield increases have led to milk production about one percent 
higher than in 1978. 


West Germany, which imported $20.6 billion in agricultural products 
in calendar 1978, is the world's largest importer of food and farm 
goods. The U.S. supplied $2.1 billion of this, or just over 10 
percent. For the January-September 1979 period, imports from the 
U.S. were running about 5 percent higher, largely due to favorable 
trends for soybeans, soybean meal, sunflower seed. Arrivals of 
these oilseeds were running nearly 11 percent above a year earlier. 
Should these trends continue, calendar 1979 imports from the U.S. 
should expand moderately to above $2.2 billion. 


German Investment in the U.S. Continues to Expand 


German statistics show the U.S. has strengthened its position as the 
preferred country of German investors. During the first six months 
of 1979 Genman direct investment in the U.S. amounted to DM 1.5 
billion, or 44 percent of the total of all German direct investment 
abroad for this period. This was almost three times as large as 


U.S. investments in Germany for the same period even though the U.S. 
continued to account for almost half of all new foreign investment 
in Germany. Total German direct investment in the U.S. now adds up 
to DM 10.1 billion, still less than half of the U.S.'s DM 20.5 
billion of investments in the Federal Republic. 


Currently, German direct investment abroad only roughly balances 
foreign direct investment in the Federal Republic, even though it 

is a capital rich country. Investment diversification undoubtedly 
is one of the key elements increasing the flow of German capital 

to the U.S. The relatively favorable prices of U.S. assets in recent 
years and lower U.S. labor costs probably have also influenced the 
westward flow of investment. 


Although German investments in U.S. real estate seem to get more 
publicity, other types of U.S. assets have a much higher value in 
the German investment portfolio. Investments in holding companies 
(DM 2,157 million), chemical (DM 1,943 million), iron and steel 
(DM 954 million), electro-technical (DM 718 million) and passenger 
car (DM 715 million) industries account for the bulk of German 
investment in the U.S. 





PART B — IMPLICATIONS FOR THE UNITED STATES 


German Import Growth to be Slower in 1980 


A 1980 repetition of 1979's very strong rate of import growth 

(nine percent or more in terms of volume) is not to be expected. 
The economy will almost certainly be running at a slower pace; 

some of the factors which induced a big surge in stockbuilding 
(including imported raw materials) will be absent. Nonetheless, 
prospects for U.S. exports to the German market are still good. 
Most observers expect investment to continue at a strong, albeit 
diminished, rate. American exports of machinery should especially 
benefit from a high German investment propensity. 


Most observers believe U.S. goods have attained a highly com- 
petitive position in the German market during the past two years. 
German travel to the U.S. has also increased dramatically. The 
key reasons, it would appear from surveys of tourists' motivations, 
are America's bargain prices and low transatlantic air fares. 


Bilateral Trade Balance Slightly Favorable to Germany 


According to official German statistics, the U.S. bilateral trade 
deficit with the Federal Republic was reduced to about $600 
million during the first eight months of 1979 as compared with a 
deficit of almost $1,900 million for the same period of 1978. 

A continuation of this favorable trend seems likely in view 

of the expected gap between the German and the U.S. real overall 
growth rates. 


If, as expected, the economies of most other industrialized countries 
are also expanding at a somewhat slower pace, competition for sales 
in growth countries will be keener than ever. Reliability, ex- 
peditious service, and attention to customers' preferences with 
regard to style and quality are essential to success in the German 
market. A steadily older population working less but with more 
money to spend especially implies a fast growing demand for leisure 
time goods and services. There is also an expanding German interest 
in the more sophisticated consumer products as the average income 
level approaches the highest among developed countries. 


Overall Trade and Current Account Balances Decline 


Germany's trade balance dropped by more than DM 10 billion during 
the first nine months of 1979 from the level for the same period 
of last year. Higher prices for imports, especially oil, and 

a much faster rate of growth in the volume of German imports than 
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of German exports accounted for the decline in the trade balance. 
Most observers expect the fast growth trend in German imports to 
continue through 1980, albeit at a diminished rate. Slower growth 
rates in most of Germany's principal markets are expected to result 
in a rather slower expansion of German exports in 1980. 


Germany ran a current deficit of DM 6.8 billion during the first 
nine months of 1979, as opposed to a surplus of more than DM 8.5 
billion for the same period of 1978. A larger deficit in services, 
especially travel, as well as the smaller trade surplus produced 
the decline. Most forecasters are predicting shortfall again in 
1980. 


U.S. Sales of Manufactured Goods Expand 


During the first half of 1979 U.S. finished manufactures proved 
their competitive strength in the German market by capturing 

a larger share of the German market than during the corresponding 
period of last year. At $3.2 billion, German imports from the 
United States of finished manufactures (excluding defense items) 
exceeded last year's levels by 34 percent. The U.S. market share 
rose from 7.8 percent in 1978 to 8.2 percent this year. Most of 
the developed countries, by contrast, suffered losses in their 
competitive shares. Among the exceptions were France, which improved 
its market share from 16.1 to 16.5 percent, and the U.K. which 
raised its share from 5.8 percent to 6.2 percent. 


Machinery continued to lead the list of U.S. exports of finished 
manufactures to Germany. At $820 million U.S. sales of machinery 
exceeded last year's levels by 27 percent, although the U.S. 

market share declined slightly, from 17.3 percent last year to 

17.0 percent this year. Sales of office machines exceeded last 
year's levels by 46 percent to reach $410 million. However, 

the U.S. market share declined slightly from 33.5 percent to 32.3 
percent. The EC-countries boosted their sales of office machinery 
to Germany by 62 percent to $639 million, and improved their market 
share from 47.2 percent last year to 50.3 percent this year. The 
largest gain was registered for the U.K. which about doubled its 
sales to $212 million and improved its market share from 12.8 percent 
to 16.7 percent. Japan, another major competitor, expanded its 
sales by 48 percent to $83 million, but its market share declined 
slightly, from 6.7 percent to 6.6 percent. 


Chemicals remained the second most important category of U.S. 
sales of finished manufactures. Primarily because of price 
increases, U.S. sales of chemicals to Germany exceeded 1978 levels 
by 46 percent, and the U.S. market share rose from 10.3 percent to 
11.3 percent. Major items were plastics, plastic products, and 
dyes. 
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Sales of U.S. electrical equipment advanced by 27 percent to 

$556 million. The U.S. market share improved from 12.4 percent 
last year to 12.8 percent this year. Japan, which last year drew 
even with the United States, saw its market share decline from 
12.4 percent to 11.7 percent. On the other hand, France, which 
has emerged as a major competitor for the United States in this 
market, increased its sales by 28 percent over the corresponding 
period of last year to $549 million. Also Great Britain im- 
proved its market share, from 5.9 percent to 6.2 percent. 


U.S. sales of aircraft (including parts) advanced by 39 percent 

to $396 million. This increase, however, was not sufficient 

to maintain the U.S. market share, as it declined from 35.3 percent 
to 30.1 percent. France (mainly due to the success of the airbus 
which of course incorporates U.S. parts) and Great Britain expanded 
their sales of aircraft by 82 percent and 90 percent, reaching 

$615 million and $199 million, respectively. 


A remarkable feature of U.S. exports to Germany continued to be 
buoyant sales of U.S. motor vehicles and parts (predominantly 
cars and parts). At $195 million, -U.S. exports doubled from the 
corresponding period of last year, and the U.S. market share rose 
to 4.3 percent from 2.7 percent last year. Motor vehicles thus 
ranked fifth on the list of major finished products, displacing 
optical and precision instruments from that position. 


As consumer spending in Germany continued on a high level, higher 
U.S. sales were registered for a wide variety of consumer goods. 
Textiles registered substantial increases in dollar values, and 
U.S. market shares also improved. 


* U. S. GOVERNMENT PRINTING OFFICE: 1979—311-056/216 
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